Executive Summary
Over the past decade politics in Serbia has moved away from ethnic nationalism and in the direction of an open, market oriented democracy. President Boris Tadic is as pro-western as the current Serbian political landscape is likely to permit. The progressive Democratic Party (DS) led coalition government has strengthened civic society, stepped up cooperation with The Hague to bring accused Serbian war criminals to justice and undertaken reforms across the board to comply with requirements of coveted EU membership. Serbia has become a more responsible player in regional affairs and has boosted political and economic relations with her neighbours; as a result, the security situation in the region is relatively stable. The issue of Kosovo independence will be difficult to resolve. President Tadic must show his pro-western stance is delivering economic benefits to Serbia, most visibly through EU accession, before he can begin to disgorge Kosovo Serbia's relations with Canada are positive and improving: trade between the two countries has been increasing, as has Canadian investment in the region; a number of agreements have been signed between Ottawa and Belgrade that have better cemented relations; and military-tomilitary cooperation programs have been launched. Serbia's economy has weathered the global economic crisis relatively well and there is restructuring underway towards greater exports and production of tradable goods. Her abundant natural resources, particularly in mining, including precious metals, have attracted interest and investment by Canadian companies. The energy sector requires upgrading, as does infrastructure in most industries. Doing business in Serbia can be complicated. Companies are well advised to work with experts in the local ways of doing business. January 2007 elections precipitated by Montenegro's departure from the Federal Republic of Yugoslavia (FRY) saw the more progressive parties, including the DS, the DSS and G17, outpolling the ultranationalist Serbian Radical Party (SRS) and the Socialist Party of Serbia (SPS), founded by Milosevic. Another coalition government lasted barely over a year, when Kosovo's unilateral declaration of independence in February 2008 led to bitter recriminations, and a political crisis resulting in the resignation of the Kostunica government. Elections in spring 2008 ushered in a DS-led coalition that captured 102 of 250 seats in the National Assembly. The elections marked the first time in almost a decade that one party controlled the presidency, held the premiership and commanded a working majority in the parliament. As illustrated in the following chart, the election was a watershed in Serbian politics, marking the continuing ascendency of centrist parties and further marginalization of hard line nationalists. The Stari Trg mine alone produces hundreds of tons of concentrated lead and zinc, and well over 100,000 tons of pure lead, zinc, cadmium, silver and gold. 14 As the map below illustrates, Kosovo is dotted with mines that have the potential to yield substantial returns, but much will have to be invested in upgrading a largely dilapidated infrastructure for their operations to become financially viable. 15 It is not unlikely that Belgrade has determined EU accession to be a more valuable commodity than the potential benefits to be derived from these mines, given the impossible odds of retaking all of Kosovo by force, and the expense of making many of these complexes profitable. Still, influential parties among the country's elite may hold out hope for both EU membership and a piece of the Kosovo pie, particularly in the mineral rich Serbdominated northern region. And Serbian mothers will not forget that Kosovo was the region of the former Yugoslavia where their sons gave their lives to protect Serbia's patrimony, where -to continue with the Serbian narrative -Serbs were uprooted from their ancestral homeland, and where graveyards, churches and other holy places were desecrated. Kosovo resulted in destruction of key elements of Serbia's infrastructure by NATO, which after almost three months of bombing turned Serbia's oil refineries, chemical plants, bridges and other transportation and communication assets into rubble. 16 In light of all this, it was especially disappointing for Belgrade, when in July 2010 the International Court of Justice (ICJ) determined that Kosovo's declaration of independence was 16 The war in Kosovo has been the source of passionate debate among commentators. The German Chancellor's message was delivered against a backdrop of violence at border crossings in North Kosovo where Serb border guards attached to the Kosovo police were displaced by Albanian Kosovo special forces, partly due to a trade dispute between Belgrade and Pristina, but also to extend Kosovo's control over her entire territory. Enraged residents of the Serb enclave burned a border station and fired on police, resulting in many injuries and one fatality. As of this writing, the NATO-led Kosovo Force (KFOR) was guarding the border crossings. 17 It should be noted that Serbia continues to be a part of NATO's Partnership for Peace (PFP) program, although she has not expressed an interest in becoming a full NATO member.
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On one level this incident was interpreted as a sign of deep-seated ethnic hostility that, left to simmer, could lead to a dangerous escalation of ethnic violence. 18 On another, it was viewed as business as usual in the region, ironically a case of unusual comity between oil smugglers on both sides of the border anxious to stave off any effort at customs control in order to preserve a lucrative oil-smuggling enterprise netting as much as $100 million (USD) annually. According to the senior most EU prosecutor in Kosovo, Johannes van Vreeswijk, this case had less to do with ethnicity than with making money. "If the Serbs and Albanians can make money from crime, they will do a joint venture," opined Mr. van Vreeswijk. "This is just a fight over a fence because they are losing their illegal profits," he continued. "They shout about politics, but this is really about crime in a lawless territory." 19 Arguably, the border incident was emblematic of both fear of isolation and abandonment by the 50,000 Serbs north of the Ibar (Iber) River, and the extent of criminal activity that thrives in the region. To some, it also illustrates Serbia's lack of authority over North Kosovo, particularly criminal syndicates, many of whom have strong allies in Belgrade's ruling circles. 20 
Asia-Pacific: Let's Get Back in the Ring

Relations with Canada
Serbia's relations with North America have also been improving. Despite the Kosovo War and the NATO bombing campaign, and strong support for Kosovo independence from major capitals like Washington and Ottawa, the Serbian leadership, particularly in President Tadic, is eager to expand economic relations and sees value in gaining leverage by cooperating with power centers on both sides of the Atlantic. In Canada, in particular, there is a growing population of Serbs who are helping to increase bilateral exchange in business, education, culture and communication. 24 Trade between Canada and Serbia has been on a steady uptick in recent years. Canadian investment in the region passed the half billion mark four years ago and has been increasing steadily. In June 2010, Canadian engineering company SNC-Lavalin was awarded an engineering, procurement and construction contract by Rudarsko -Topionicarski Basen Bor Grupa (RTB-Bor) for the modernization of its existing copper smelting complex in Eastern Serbia. . The author of this paper served as a facilitator in one of these seminars, held in Belgrade in the fall of 2010. These programs are extremely important, not so much for the content of the curriculum, but for the opportunity they provide for cross-cultural communication, mutual understanding, trust building, and the development of long-term personal and professional relationships.
CURRENT ECONOMIC SITUATION
Macroeconomic Trends
Despite the overall downturn in the global economy, and the crisis in the Eurozone, the Serbian economy showed signs of slow recovery in 2010, and is projected to grow by 2.0 percent in 2011. Particularly challenging for Belgrade's economic planners and industry partners has been a transition from consumption-led to more export-driven growth. Partially as a result, unemployment has been high, estimated at 17.2 percent at the end of 2010 (see data box below), and as high as 22.9 percent as of April 2011. 26 Inflation is also high by European standards. High government spending, including increases in pensions and public sector salaries, combined with decreasing tax revenue has made it difficult to cut budget deficits in line with IMF loan conditions. 27 Nevertheless, according to the World Bank, growth rates of approximately 5 percent may be expected over the medium term; exports and investments will need to drive such growth.
Privatization of state owned companies has been steady since the beginning of the process in 2002. By the end of 2009, over 2,300 companies had been privatized. Still, due to global and regional economic shocks, and the unattractiveness of many remaining companies, privatization has slowed down substantially. Anticipated privatization of companies in the pharmaceutical, telecommunication, utility and airline industries have hit snags. As of 2009, the number of registered companies reached 113,000, up from the previous year's figure of 106,000. Approximately 225,000 entrepreneurs were on the books of the Serbian Business Registry Agency. Registering a business has become much faster, less cumbersome and not as costly. Nevertheless, Red tape and arcane laws hamper the launch of new enterprises. Laws and institutions designed to raise business practices up to international standards are in place or in the offing, but the system does not function as well as it could due to technical and personnel issues, and inconsistent implementation of the laws. These factors, combined with corruption, make for a somewhat less than stable business environment and slow down foreign investment. 28 The highly respected Belgrade-based Foundation for the Advancement of Economics (FREN) summarizes economic trends as follows: 29
 Economic recovery continued in 2011, and there is a restructuring towards greater exports and production of tradable goods. The real appreciation of the dinar, the national currency, is beginning to cause a decrease in the price competitiveness of the economy.  The labour market is soft, although unemployment has slowed. Real wages declined by 2.3% on an annual basis due to high inflation.  With regards to balance of payments and foreign trade, the First Quarter of 2011 saw a deficit of €839.5mn, or 11.6% of GDP, up by 10.5% from the same quarter a year ago. Growth in exports continued to accelerate, but there was a deficit of 10.7% due to a low ratio of exports to imports. Substantial capital inflows into the country's coffers led to an increase in foreign currency reserves and an appreciation of the dinar.  Most of the capital that entered the country was in the form of foreign investment in government securities and, therefore, short-term in character. "On the other hand, the repayment of a substantial amount of liabilities by the banking sector, as well as the repayment of long-term liabilities by the economy, although adversely impacting the financial account, led to a drop in the Serbian economy's foreign debt."  Inflation reached 6.7% through the Second Quarter of 2011, surpassing the National Bank of Serbia's (NBS) target band for the year. The dinar appreciated 8% nominally and 10% in real terms.  The fiscal deficit in May 2011 was 3.5% of quarterly GDP: "if this trend continues to the end of the year, the planned deficit in 2011 can be achieved, with certain risks; respecting fiscal rules would ensure the stabilization of the public debt below the prescribed limit of 45% of GDP."  The NBS adjusted its reference interest rate upwards since the beginning of 2011; the growth in bank lending to the economy and population slowed; repurchase (repo) stocks are increasing to raise short term capital; and the percentage of non-performing loans continued to grow.  Activity on the Belgrade Stock Exchange increased, but it was reduced in the market for frozen foreign currency (FFCD) bonds. The value of the Belgrade Stock Exchange indices grew, as did the yields on FFCD bonds of all maturities. 
Trends in Mining and Energy
Serbia's production of minerals is far more significant regionally than it is globally. Copper, iron, steel, and refined petroleum products form the bulk of production in this sector. Lignite constitutes over 98 percent of coal reserves. The state owned ELEKTROPRIVREDA SRBIJE (EPS) manages the generation and distribution of electricity, lignite production and processing, and hydropower generation. EPS is involved in most elements of mining and other energy production. Lignite is mined in opencast pits located in the Kolubara and Kostolac basins in the central and eastern regions of the country respectively. Due to high moisture and ash content, and low net calorific value, almost all lignite is routed to thermal power plants. 31 Local resources notwithstanding, Serbia has been running substantial deficits in the energy sector due to the cost of importing crude petroleum and gas products and services. Crude petroleum and natural gas is imported from Russia. According to Serbian government projections, the country's supply of coal will last 55 years, and oil and gas just 20 years. Critically, over the past decade the capacity of power plants has decreased steadily, 77 percent by one count, due to lack of repairs and deferred maintenance of an aging infrastructure. 32
Mineral production is mostly in private hands, however the Serbian government is the sole owner of the country's only copper producer, Rudarsko Topionicki Bazen Bor (RTB Bor). It also controls all lignite production and holds a 49 percent share of Naftna Industrija a.d., producers of natural gas and crude, and refined petroleum. Serbia has been unsuccessful in attracting foreign buyers for RTB Bor. Oil and Gas  Main Gas Pipeline Nis-Dimitrovgrad;  Oil products pipeline Pancevo-Nis;  Underground Gas Storage Banatski Dvor; and  Oil refineries modernization.
RISKS AND OPPORTUNITIES
Political engagement with Serbia is no longer as fraught with uncertainty as it once was, although it is rendered extremely delicate by the dynamics of the situation in Kosovo. The author's direct experience in the region, and interviews with subject matter experts in the scholarly, defence and intelligence communities, led to a number of observations and recommendations. Elections scheduled in April 2012 serve as a good focal point for discussion. The current regime, and most particularly President Boris Tadic, is as pro-western as we are likely to see in the foreseeable future. Tadic's slim margin of victory in the last election is a cautionary tale that should disabuse outside observers of any illusions about the arc of popular opinion in Serbia. Recent economic shocks place additional strains on progressive, marketoriented segments, of Serbia's ruling class. To maintain a strong position in the 2012 elections,
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Tadic and company must deliver tangible results to justify their western leanings. The big prize, of course, is EU accession. As goes progress on this front, so may go the political fate of the current regime.
Although one might appreciate frustrations in Ottawa, or Bonn, or Washington, it does little good to make public pronouncements, especially in Belgrade, linking Serbia's recognition of Kosovo independence with EU membership. Tadic is walking a dangerous tightrope on the issue of Kosovo. His position does not appear to be strengthened by foreign rebukes, whether delivered by the German and French Foreign Ministers or the US Secretary of State. Given that Kosovo is such a psychological and political hot button for Serbs, a patient, gradualist approach to its independence, as opposed to a Roman coliseum model, would appear to be the wisest, most diplomatic course of action. Friends in Pristina will not like hearing this, but they must ask themselves whether it is better to negotiate with the current government in Belgrade, which holds out some hope of compromise, or see the return of pan-Slavic ultranationalists whose vision of a "Greater Serbia" will move the country decisively away from a middle ground.
The maturing of Serbia's political culture in the past decade is demonstrable. Employment, food and fuel prices, education, and economic development are of far greater concern to the average citizen than ethnic and confessional exclusionism. There has even been a split on the right, with the splintering of the Radical Party and the rise to significant power of the breakaway Progressive Party (SNS), headed by the pragmatic, pro-EU, Tomislav Nikolic. Still, Serbia is less than a generation away from being the scourge of Europe, it continues to suffer from physical and psychological scars left by war and NATO bombing, it has friends to the east that would like nothing more than to draw it more firmly into their sphere of influence, and if we have learned anything, it is that memories die hard in this corner of the world. Nothing, then, can be taken for granted and everything that can be done should be done to keep her on the path to a normal future both economically and politically. This is important for her people, for the maintenance of peace and security in the region, and, symbolically, for the future of a multi-ethnic, unified Europe. One can only shudder at the thought of potential knock on effects of a step backward, particularly in highly unstable Bosnia.
As complex as the politics of Serbia can be, they are still more easily fathomable than her opaque economy. As with other Balkan countries, there is a formal economy, with all the laws, regulations, institutions and practices attending such a system. But there is also an informal economy that in many sectors, and outside of urban centres, affects people's lives equally powerfully. Patron client relationships in Serbia operate much in the same fashion as in other traditional societies, with resource distribution networks that parallel those of the formal economy. What this can mean in practice is laws are not enforced or are enforced unevenly, institutions with laudable mandates to enhance transparency and accountability fail to function as they are intended -and not only because they are under-resourced -and business practices do not meet international standards. A cynic might contend the practice of graft here is simply not as sophisticated as in more advanced economies. Say what you will, this does not always make for a stable or predicable business environment, although efforts to comply with EU regulations have seen significant improvements in some sectors, and progress is being made under the watchful eye of Brussels. The presence of a large informal economy does mean, however, aggregate data on production, income, employment, privatization, government procurement, and such, are not always reliable.
Serbia offers promising investment opportunities, particularly in primary commodities, especially in mining and minerals. Abundant natural resources, including large forest reserves, should also be attractive to investors. A highly skilled workforce in these industries and low labor costs add to the attractiveness of the economic climate. To date, growth has relied too heavily on domestic demand and non-tradable segments of the economy, so efforts to help expand her export sector can be undertaken under highly favourable terms. Her infrastructural needs are almost limitless, whether in energy, transportation, manufacturing, or information technology. Technical, managerial, and public administration all need upgrading for her economy to become competitive in the global marketplace. Red tape and government inefficiency are not the only impediments to doing business. Corruption notwithstanding, Serbia has a long and rich legal tradition and a complex array of laws that can befuddle outsiders. Investors would be well advised, then, to cultivate partnerships with a growing class of younger technocrats in Serbia who both understand modern business practices, and how to successfully navigate the country's political, administrative, financial and legal landscape. There are a good number of expatriates as well, particularly in Canada, who have the requisite skills and networks of contacts in government and industry to expedite formation of commercial relations and to accelerate the process of business development.
